Thereafter, VA would establish the disability rating and compensate disabled veterans for loss of future earning capacity and diminution in quality of life, while providing transition benefits facilitating transition to civilian life.
RETOOLING DOD AND VA DISABILITY COMPENSATION SYSTEMS
The disability programs of the Department of Defense (DoD) and Department of Veterans Affairs (VA) are designed to "compensate" former service members for injuries and conditions that were incurred during, or aggravated by, military service. Actual compensation a veteran receives results from judgments of physicians and rating officials on how physical impairments affect the ability of that individual to "perform physical labor," a measure mismatched with the modern workplace. 1 Meanwhile, DoD appears to seek to compensate some disabled service members for loss of their military careers, but in the majority of cases, service members receive disability severance pay.
In practical effect severance pay is nothing more than a lump sum advance on loss of future earnings, since VA disability compensation is offset until an amount equal to the severance pay has been recovered. 2 
History of Veterans Disability Compensation
The DoD and VA disability programs that exist today are products of the United
States' long history of providing disability compensation to its veterans. In 1636, the colony of Plymouth enacted a law requiring the colony to maintain for life any soldier disabled due to injury incurred defending the colony. Other colonies soon followed Plymouth's lead enacting similar programs. In 1776, the Continental Congress passed a resolution giving veterans who lost a limb or incurred other serious disability half pay for life. 3 The United States created its first large-scale pension program as a result of the Civil War. 4 The General Pension Act of 1862 provided disability payments to Union troops based on rank and degree of disability, including compensation for illnesses 2 contracted during service. This new compensation authority caused a rise in the number of pensioners from about 80,000 veterans before the war to 1.9 million in 1865. 5 The more lethal battlefield of World War I resulted in over 200,000 veterans having service-connected disabilities, while the U.S. civilian workplace was concurrently experiencing an explosion of workplace injuries. These influences resulted in a national consensus supporting rehabilitation programs designed to restore disabled veterans and workers to gainful employment. 6 To administer these programs for over 4.7 million veterans, the Federal Government consolidated management in the then new VA. The VA rated specific injuries and diseases according to their estimated impact on average impairments of earning capacity resulting from such injuries in civil occupations. This rating standard was formalized in the VA Schedule for Rating Disabilities (VASRD).
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The VASRD was last revised in 1945 to properly account for the organ-system injuries and illnesses caused by an ever more lethal battlefield. Additionally, the VASRD, as revised in 1945, empowered the VA to reevaluate a veteran and change his disability rating and the corresponding amount of compensation to reflect changes in the original service-connected disability. This change was a recognition of the reality that many disabilities are not stable with some improving and others worsening over time.
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The Vietnam experience resulted in a general recognition of the link between wartime experiences and otherwise unexplained chronic illnesses, increased incidence of well known diseases, and refractory psychological conditions. Vietnam also resulted in a much better understanding and acceptance of post-traumatic stress disorder (PTSD), which comprises post war symptoms of anxiety, stress and trauma. encountered by service members in the Persian Gulf region during the war. 10 The current Iraq War produced and continues to produce amputations, traumatic brain injury, blindness, burns, and multiorgan system damage. Moreover, as a result of the battlefield conditions in the current Iraq War, thousands of newly returned veterans now suffer from PTSD, anxiety, and neuropsychiatric disorders. As these new veterans are treated, the medical community continues to develop a better understanding of these disorders, thus enabling development of treatments and rehabilitation programs.
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Current Disability Compensation System
The disability compensation system serving U.S. service members is composed of two separate programs, one administered by the DoD and the other administered by the VA. Each of these programs is large and complex in its own right, but taken together, these programs form an overall system exhibiting a dizzying level of complexity to the average service member. 12 Each system depends on medical evaluations by the DoD and the VA as well as interactions among detailed compensation schemes in each department. 13 While the VA provides disability compensation to almost all disabled veterans, DoD provides disability compensation to 4 only the comparatively few veterans whose careers were prematurely ended due to physical disability. 14 The definition of disability used in connection with the military disability compensation system is a key concept for assessing the adequacy of the compensation in terms of the scope and breadth of conditions recognized as disabling. The VA does not define the term "disability," rather it defines "functional impairment" as: Lack of usefulness of the body as a whole or of the psyche, or of a system or organ of the body to function under the ordinary conditions of daily life including employment…. especially in self-support. 15 A veteran's VA disability rating "is based upon the average impairment in earning capacity" of all veterans having the same degree of functional impairment.
Since a VA rating is based solely on average "impairment," it does not take into account each individual's prior earning history, education, experience, intelligence, or skills in determining the disability rating and the corresponding amount of compensation the individual will receive.
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DoD disability evaluation system. The DoD Disability Evaluation System (DES) is the process by which DoD through each of its military departments determines whether or not a service member is fit to perform the duties of his or her office, grade, rank, or rating because of disease or injury. 17 A service member's journey through the DES is all too often protracted and complex. In a typical case, a member seeks treatment from a Medical Treatment Facility (MTF); however a member's commander may refer the member to the MTF for a mandatory medical evaluation, when the commander believes the member is unable to perform assigned duties due to a medical condition. 18 In either of these cases, if the MTF identifies a medical condition that could render the service member unfit for duty, the MTF may initiate a Medical Evaluation Board (MEB). The MEB conducts medical examinations and assess whether the member is, in fact, unable to perform assigned military duties due to the medical conditions (i.e., fails to meet medical retention standards). If the MEB finds one or more conditions that do not meet medical retention standards, the service member's case is sent to a physical evaluation board (PEB) to determine whether the member is fit or unfit for duty. 19 The PEB reviews the member's MEB file, assesses the member's fitness to perform assigned military duties, and assigns a VASRD rating for members who are unfit due to serviceconnected impairments.
Injured military members do not enter the medical evaluation process until they have completed a course of treatment for their injuries. 20 The VASRD disability rating, along with years of service and other factors, determines subsequent disability and health care benefits from DOD. 21 The DoD DES operates to compensate a select few service members for loss of their careers, while dismissing many other mid-career members without compensating them. In general, an overall VASRD rating of at least 30% is required for a member to receive permanent retirement in the DOD DES, unless the service member has over 20 years of retirement service at the time of the PEB's evaluation. Otherwise, any service member found unfit for further service by a PEB receives disability severance pay.
Severance pay is a lump sum payment calculated by multiplying the member's monthly base pay by two times the number of years of service.
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Only permanent disability retirement provides any degree of compensation for loss of a member's military career, because any VA disability compensation the 6 member may later receive is offset against the severance pay until the entire value of the severance pay has been recovered. Thus, the offset of VA disability compensation, which is intended to compensate lost future earnings, against severance pay effectively converts the severance pay into compensation for lost future earnings.
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VA disability evaluation system. The VA provides tax free disability compensation to all veterans adjudicated as having service-connected disabilities. 24 Although service members have the option to file VA claims before leaving the military, the VA may only pay disability compensation after the members separate from the military. A minimum VASRD rating of 10 percent for an injury or illness incurred during, or aggravated by, military service triggers payments of VA disability compensation to veterans who were discharged under conditions other than dishonorable. 25 The amount that VA pays in monthly disability compensation to a veteran depends on the degree of impairment. Under the VASRD, impairments are rated from 0 to 100 percent in 10 percent increments. These monthly payments are also slightly increased for veterans rated 30 percent or more disabled who have dependents. VA disability compensation is exempt from federal and state income taxes. 26 VA's duty to pay disability compensation to veterans arises from Federal statutes that direct VA to compensate veterans based on "average impairments of earning capacity" resulting from each veteran's adjudicated disability. 27 The VA determines the amount of monthly compensation a veteran receives by assessing the severity of the veteran's disability and rating it as a percentage of disability according to the provisions of the VASRD.
The VASRD sets forth more than 700 diagnostic codes organized within 14 body systems. For each code, the VASRD provides criteria to be applied in assigning a 7 percentage rating. The criteria are designed to assess loss or loss of function of a body part or system in view of the available medical evidence. One exception is that mental disorders are based on the individual's "social and industrial inadaptability," (i.e., overall ability to function in the workplace and everyday life). 28 The VA disability evaluation system affords veterans a high overall degree of due process. The system provides for at least five levels of review processes. Thus, veterans dissatisfied with their initial VA ratings may appeal de novo repeatedly.
Nevertheless, some disabled veterans have wasted decades fighting to receive VA disability compensation for service-connected impairments.
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Overlap of DoD and VA disability evaluation systems. According to federal law, DoD and VA must both base their evaluations on the VASRD. However, the DoD disability evaluations differ in several respects from those performed by the VA. DoD physical disability evaluations assess only conditions that would individually render a service member unfit to perform the member's military duties. In contrast, VA evaluates all claimed conditions, whether or not they were evaluated previously by the military service's process (i.e., without regard to whether any particular disability or impairment renders the service member unfit to continue the member's military career). Moreover, although DoD compensation principally compensates for interruption or loss of a service member's military career, VA compensation principally compensates for loss of civilian earnings. Also, DoD ratings are permanent on final disposition, while the VA ratings change from time to time as a veteran's medical condition improves or worsens.
Finally, DoD disability compensation is based on the member's years of service and 8 base pay, while VA disability compensation is based solely on the severity of the rated impairment, with small additions for dependents. 30 Taken together, these differences in rating methodology contribute to a documented difference between DoD and VA combined disability ratings. At least one study has shown that VA rates 2.4 to 3.3 more conditions per person than does DoD and that VA ratings for 8 of 13 individual diagnoses were higher by a statistically significant amount than ratings by DoD for the same individuals. 31 DoD through the services also appears to have at least some incentive to assign permanent disability ratings less than 30 percent. By assigning ratings of less than 30% to service members having fewer than 20 years of retirement service, DoD avoids paying disabled members permanent disability retired pay and avoids providing continuing family health care.
DoD's intent to follow such an approach was reflected in the DoD policy decision in 1986 to begin rating only those condition(s) that, considered in isolation, prevent a service member from performing his or her military duties (hereinafter "unfitting conditions"). 32 The U.S. Army Physical Disability Agency's Home Page provides a disturbing example of how draconian this policy can be in practice. The example is of a Soldier, in a service-connected accident, who suffers internal injuries causing the loss of one kidney and a musculoskeletal injury that crushes two vertebrae, damaging disks and impinging on nerves. In this example, the loss of a single kidney is found not to prevent the Soldier from performing his military duties, but the back injury, by itself, prevents the Soldier from performing his military duties. According to the DoD policy, a disability rating would be awarded for the back injury only, because it is the only condition that renders the Soldier unfit for continued service, by itself. 33 In this example, the DoD DES would treat the loss of a kidney in a service-connected, line-of-duty accident as completely non-compensable.
All nonmedical retirees receive thorough medical examinations upon retirement, and any retiree who desires a VA rating has the right to request a rating from VA. The formula for determining the amount of VA disability compensation that nonmedical retirees receive does not take into account receipt of regular military retired pay. 
Efficacy of the VASRD in Measuring Disabilities
In light of the fact that rating decisions in both the DoD and VA disability compensation systems are based on the VASRD, it is axiomatic that the VASRD must be accurate and current or rating decisions will not be "valid" and "reliable. For example, a junior enlisted Soldier who loses a foot receives the same VA disability compensation as a colonel with the same injury, notwithstanding the fact that the colonel and the junior enlist Soldier likely suffer very different losses of future earnings. At first blush, one is tempted to jump to the conclusion that the colonel is almost certainly the one who is being undercompensated for lost future earnings, primarily because the colonel's earning potential is several times larger than the enlisted solder's earning potential. However, one must consider that the colonel's larger earning potential is also very likely based upon training to perform analytical and professional tasks, while the junior enlisted Soldier's earning potential is more likely to be tied to his ability to perform physical and other semi-skilled tasks. The current VASRD and VA disability compensation schedule does not account for these factors in setting compensation rates for individual veterans and is thus simply not calibrated to compensate individual veterans according to their actual loss of future earnings. The result is that some disabled veterans are almost certainly overcompensated while others are almost certainly undercompensated. 39 The efficacy of the VASRD is called into question by the fact that it was last updated over 60 years ago and is based on how a disability affects the ability of a veteran to perform manual labor. 40 In the past 60 years, the physical demands of most jobs have been significantly reduced. Moreover, tasks and activities performed in the workplace have been dramatically altered. 41 With the move to service and information technology jobs, disabilities that would have significantly limited a veteran's productivity in more physically demanding jobs may cause significantly fewer limitations in a veteran's ability to work and earn today. The failure to update the VASRD to account for these changes in the workplace introduces the very real probability that the VA disability compensation system is presently erroneously calibrated to overcompensate disable veterans in the aggregate.
Trends in Service-Connected Disability
Evidence exists supporting a conclusion that over the course of time the Available evidence tends to support a finding that that the average amount of earnings lost by disabled veterans typically increases as VA disability ratings increase.
Moreover, mortality rates among disabled veterans rise with degree of disability. Thus, the available evidence tends to support the conclusion that vertical equity exists.
Finally, the evidence indicates that horizontal equity also exists because average earnings loss is similar across different types of disabilities except for PTSD and other mental disorders. 46 Diminution in quality of life. Bona fide physical disabilities impact veterans in many more ways than simply reducing future potential work-related earnings. These additional impacts include generalized loss of enjoyment of life due to pain and suffering, reduced quality of life due to pain or due to restrictions on the activities of life, inability to perform leisure or household tasks, and reduced work performance and proficiency. The nature of these impacts makes them very difficult to measure in terms of monetary loss. Rather these impacts are subjective and amenable only to subjective estimation. For example, a typical permanent shoulder injury will likely involve life-long chronic pain, limit participation in athletics, and reduce earnings from work due to diminished performance on the job. The diminished job performance can readily be assigned a monetary value based on the fair market value of the worked to be performed. However, no monetary market for participation in recreational athletics or enduring life-long chronic pain exists. Thus, no fair market value for these types of losses is available to use in assigning monetary value. Evaluation of Veterans for Disability Compensation reached the same conclusion. 49 The committee wrote:
The purpose of the current veterans' disability compensation program as stated in statute currently is to compensate for average impairment in earning capacity, that is, work disability. This is an unduly restrictive rationale for the program and is inconsistent with current models of disability. The veterans' disability compensation program should compensate for three consequences of service-connected injuries and diseases: work disability, loss of ability to engage in usual life activities other than work, and loss in quality of life. necessity both departments will continue to rely on paper records for many more years.
The exaggerated length of time required for disability claims processing to occur is seen as a significant weakness of the transition process. 51 If DoD and VA could devise a way to significantly reduce the claims processing timeline and enable veterans to begin receiving their rightful VA disability compensation immediately after separation or shortly thereafter, veterans would likely perceive the costs of transition to be a much lighter burden. 52 
Recommendations
Congress should work jointly with DoD and VA to restructure the two disability compensation systems to work as an integrated whole. 53 As discussed in this paper, the DoD and VA disability compensation systems have become highly complex and unwieldy. First, even though both DoD and the VA evaluate disabilities in accordance with the VASRD, they use materially different criteria in applying the VASRD. In addition, the compensation associated with a service connected disability is based on a combination of retired military pay, the VA disability compensation schedule, and the offset against military retired pay. These complexities mean that it is difficult to assess why a member has received a given disability rating and harder still to assess how this disability rating translates into some incremental monthly income.
Congress is at a critical decision point, because the current disability system is primarily a creature of statute. Thus, Congress can choose either to perpetuate the current complicated disability evaluation system or legislate a new simplified system that serves the needs of veterans and society better. At a minimum, Congress should revise the law to require: 1) DoD to compensate all service members whose careers are cut short by service-connected disability for the loss of military career; and 2) VA to compensate service members for lost future earnings, diminution in quality of life and the cost of transition to civilian life. 54 Congress should require DoD and VA to study whether the current ratings system adequately reflects how disabilities affect veterans' earning potential in the civilian sector. Evidence available from recent studies suggests that the current criteria for assessing disabilities principally set forth in the VASRD are no longer valid for a significant percentage of disabled veterans. Both systems are based on the VASRD, which was created based on medical decisions made over 60 years ago concerning the ability of human beings to perform in the workplace that existed in 1945. That workplace was substantially more physically demanding than today's workplace. In fact, the VASRD rates the severity of a physical disability according to an individual's ability to perform physical tasks.
The demand for and value of workers who principally perform physical tasks is much more limited in today's workplace. A recent study revealed that about 74 percent of disabled retirees under age 62 work full or part time and have small earnings losses compared with non-disabled retirees. This statistic strongly suggests that while many physical disabilities affecting veterans greatly limit their ability to perform physical tasks, such limitations do not substantially diminish their civilian earnings. Moreover, many retirees with a VA disability rating self-report that they have no health or disability problem that limits the type or amount of work they provide in the civilian labor market.
Designing a new rating system is certainly a challenging task, but the current system does not seem adequate to deal with the dramatic changes in the workplace that have occurred in the past 60 years. 55 The VA should establish disability ratings and compensate disabled veterans for diminution in quality of life. The VASRD should be revised to include compensation for the impact of service-connected disabilities on quality of life. The VASRD does not explicitly make allowances for pain and suffering associated with a service-connected disability unless these factors in some way affect civilian earnings. Disabled individuals may have more frequent or extended unpaid absences from work for health reasons. If so, these absences would reduce earnings and be reflected in the rating schedule. 3 Until 1789, the states bore the burden of making the payments promised by the Continental Congress. Nevertheless, by the early 1800s, a system was in place to provide benefits to dependents and survivors, and to make increases in the benefits to match the rising cost of living. Veterans of the Mexican War (1846-1848) and their dependents received less generous pensions limited to death and disability incurred in service. Veterans 
